
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



CAPITAL AND MONOPOLY 

IT was pointed out in a previous article that conditions of 
monopoly and competition in industry are supplementary, 
rather than antagonistic forces. 1 A condition of monop- 
oly naturally engenders competition, while a condition of com- 
petition naturally develops monopoly. The question to be ex- 
amined in this article is whether competition in one stage of 
the productive process tends to produce monopoly in another 
stage. 2 For our purposes, the stages of production may be 
classified as those engaged in by the producers of raw material, 
the manufacturers, the transporters, the wholesale jobbers, the 
retailers, and the consumers. 3 In the struggle for advantage 
between these various interests, the transporters have been fairly 
completely eliminated through the increased power of the Inter- 
state Commerce Commission, although some years ago they 
were an active factor ; and the consumers have never possessed 
ability for organization sufficient to make their power felt. In 
general, then, the competitive struggle today is between those 
engaged in the other four stages. 

It is important to emphasize the fact that industry is not 
homogeneous in its nature. Different industries show wide 
variations in the relative importance of fixed capital, the stand- 
ardization of the product, the elasticity of the demand, the 
number and comparative financial resources of competitors. 

1 Political Science Quarterly, vol. xxx, p. 578. 

1 Monopoly may be defined as the erection of a barrier between oneself and the 
extreme rigors of competition. These barriers are of many kinds and varying 
strength, enabling the so-called monopolist to charge prices more or less independ- 
ently of competition. Monopoly, then, in this conception, is not an absolute condi- 
tion, but a relative one, affecting all industrial life to a greater or less degree, and 
attracting attention and criticism only when very obvious. The legal aspect, whether 
the monopoly is brought about by means of a pool, trust, holding corporation, verbal 
agreement, or business ethics, is disregarded, since from the economic point of view 
the result of each of these is the same. 

3 The labor stage and the capital stage are both connected with all the enumerated 
stages, and form a separate problem. 
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While the same set of forces is at work in all industries, their 
relative importance is so diverse as to make them apply very 
differently. For this reason, no general truths can be found 
which apply equally to all industries. 1 The following analysis, 
therefore, concerns only a limited number of industries, and 
especially those in which the fixed capital is relatively large, 
the product is subject to standardization, the demand is inelastic, 
and the differences in financial strength are important. In other 
industries, where personal ingenuity and initiative have greater 
scope, it is probably true that competition is a permanently ac- 
tive factor. 

In the industries under discussion, the root of the growth of 
destructive competition 2 and resultant monopoly lies in the 
variability of costs. Just as in railroads the overhead or general 
expenses play an important part in the computation of costs, 
so it is in many manufacturing industries. 

The general application of this fact has been too much neg- 
lected. It is of varying importance in different industries, 
though it applies to all in some degree. Every business must 
take into account the two sets of costs — the overhead and the 
specific. The overhead are relatively stable, no matter what 
the volume of business may be. The specific costs are directly 
traceable to the manufacture of a certain article, and thus vary 
with the quantity produced.^ 

From the different relation of an increase in volume of pro- 
duction to these two sets of costs, it follows that business, which 
cannot be obtained under conditions to pay the full share of 
overhead expenses, may yet be profitable and worth taking if 
its price covers more than the specific costs. Moreover, there 
is a constant pressure to expand, through the fact that an in- 

•This was attempted by Alfred Marshall in his concept of the "representative 
firm," which turns out to be nothing but an average, or entirely non-existent. Cf. 
Davenport, Value and Distribution, p. 374. The work of Professor H. C. Emery 
on President Taft's Tariff Board also bears this out. 

2 Destructive competition is that which forces prices to a point where the capital 
invested receives no return, and even fails to maintain its value intact. 

3 There are at times savings in specific costs accompanying increased production ; 
these are relatively small, however, in comparison to the decrease in overhead costs 
per unit. 
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creased volume will decrease the overhead costs per unit up to 
the point of entire utilization of the plant. 1 

Overhead costs play so important a part in certain industries 
that prices may be very greatly reduced before it becomes 
unprofitable to take business which could not otherwise be 
obtained. Closely related to this is the fact that lower prices 
open up new strata of demand which are not in the market so 
long as prices are sufficiently high to cover both sets of costs. 
This, however, is aside from the main point to be discussed in 
this article, which is more directly concerned with an analysis 
of the antagonism of the individual concern's interest to the 
trade, even at the expense of the individual concern itself. 

The general process may be described as follows. In an in- 
dustry of relatively inelastic demand and high overhead costs, 
manufacturer A finds that he can increase his business profitably 
by selling to customers of manufacturer B at a price which little 
more than covers his specific expenses. He thus offers to sell 
to them at a price which is lower than B's cost of production, * 
i. e., overhead plus specific costs. B has no choice but to meet 
the reduction, which is better for him than losing the business. 
He may further invade A's territory by offering special induce- 
ments. Each is now compelled to sell at prices less than their 
total costs. Discounts and individual bargains, in order to get 
new customers or keep old ones, become the rule, and there is 
inaugurated a condition of " severe " or " destructive " compe- 
tition, which must end in the elimination of the one who is 
financially less able to lose money for a period of time. Such 
competition has but little, if any, reference to productive 
efficiency. 

Barring elimination of all but one competitor, the other pos- 
sible result is a combination of the competitors, by which prof- 
itable prices are agreed upon. In either case, the process has 
led up to, and is succeeded by, monopoly. 

1 On this point compare Professor W. Z. Ripley's analysis of railroads, with which 
the manufacturing industries under discussion are comparable. Railroads : Rates 
and Regulation, pp. 71-77. 

1 Various methods are employed to conceal these special prices, as discounts from 
published schedules, particular credits, special bonuses etc. 
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But the effect of competition between manufacturers must be 
pursued further before its results can be clearly seen. Retailers 
are purchasing from manufacturers at different prices, accord- 
ing as their trade is desirable to the manufacturers. Now, the 
retailer who is in an especially advantageous position to enforce 
a low purchase-price can, in turn, sell at a lower price as his 
overhead charges per unit decrease, thus augmenting his 
superiority. 

The same forces are thus at work in both stages of the pro- 
ductive process, and the question arises in which stage the 
monopoly will develop, for once it has matured the monopolist 
will be in a position to dictate a uniform price to the other 
stage of production, and thus tend to keep competition alive 
there. 

Through the testimony taken in a number of suits which 
have come before the courts, congressional investigations, and 
the researches of the Bureau of Corporations, a large amount 
of accurate information is now at hand upon which to base an 
analysis of the industrial situation, and the time appears ripe 
for the extensive utilization of this material. 

For the hypotheses advanced, bearing in mind that only in- 
dustries in which capital is of predominant importance are 
included, reliance is placed mainly on an intensive study of a 
comparatively few industries which are believed to be typical 
of this class and which have been particularly favored by 
official investigations. These industries are steel, oil, moving 
pictures, harvesting machines, drugs and tobacco. 

I. Competition tends to become so severe as to be 
destructive of fixed capital 
In the early days of the oil industry, the severity of the 
competition between the crude, the refining, and the transport- 
ing stages is testified to by many sources. In fact, it is strik- 
ingly corroborated by both parties in the recent government 
suit against the Standard Oil Company. 1 The intense nature 

1 Standard Oil Company v. United States, 221 U.S. 1. Brief for appellants, vol. 
2, pp. 13-24; brief for United States, vol. i, p. 9. 
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of the competition among railroads at that time is demonstrated 
by the enormous rebates which were granted in order to secure 
the business. 1 

President Cassatt, of the Pennsylvania Railroad, described this 
period as follows : 

We paid very large rebates ; in fact, we took anything we could get 
for transporting their oil ; in some cases we paid out rebates more than 
the whole freight. I recollect one instance when we carried oil to 
New York for Mr. Ohlen, or some one he represented I think, at 8 
cents less than nothing. ... I do not say any large quantities, but oil 
was carried at that rate.* 

In the steel industry, the stages of the production are the 
mining of iron ore, the crude steel and the finishing. The first 
two have been practically one, since nearly all the large crude 
steel concerns own their ore mines. Price variations have been 
very great.s and there is abundant testimony of the severity of 
competition previous to 1900. 4 Moreover, this competition 
suddenly threatened to become disastrous, through the plans of 
expansion being contemplated by some of the crude steel con- 
cerns, particularly the Carnegie Company, by extending their 
business into the finishing stage. 5 Clearly the " finishing " con- 
cerns faced the possibility of being forced to the wall, with an 
accompanying heavy loss of invested capital. From this fact, 
combined with a favorable general financial situation, arose the 
United States Steel Corporation. 

1 Report of the Commissioner of Corporations on the Petroleum Industry, part i, 
pp. 54-66. 

2 50th Congress, 1st session, House reports, vol. ix, p. 176. 

'United States v. United States Steel Corporation, defendant's exhibit, p. 642, 
shows the standard variation of prices between 1888 and 1900 to be $7.45, as com- 
pared with $2.72 for the years 1901 to 1913. 

4 United States v. United States Steel Corporation, defendant's exhibit, page 270, 
pp. 304-7. Also Report of the Commissioner of Corporations on the Steel Industry, 
pp. 1-10. 

s The Commissioner of Corporations points out (vol. i, p. 7) that the early con- 
solidations did not operate to prevent competition, but "instead, it soon developed 
that the formation of these great consolidations were likely to bring on an era of 
competition more severe than anything the industry had yet seen." 
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In 1908, competition was active in the newly-created moving- 
picture business. There are three stages in this industry, the 
manufacturing, the distributing, and the exhibiting, the com- 
petitors in each stage striving eagerly to extend their business. 1 
Patents were infringed upon by all parties, and special rates and 
privileges were recklessly given out in the effort to obtain new 
customers. 2 " In this commerce in positive films, the main 
factories at that time [1908] competed with each other for the 
business of the exchanges, and the exchanges all competed with 
each other for the business of the exhibitors." 3 Shrewdness in 
taking advantage of the disorganized condition of the market 
was an important element in success to such an extent that 
certain individuals made enormous incomes while others went 
bankrupt. Competition was testified to in the brief for the 
United States as being literally of a cut-throat character. 4 The 
situation was so tense that something had to be done in order 
to forestall large losses by all concerned. This aspect was first 
grasped by the manufacturers who on account of their small 
numbers found it easier to agree upon terms of combination 
than to fight it out to a finish. Ten of the most prominent 
concerns joined together to form the Motion Pictures Patents 
Company and thus to sell to distributors at uniform, profitable 
prices. 

Before the formation of the Harvester trust, the Bureau of 
Corporations found that a condition of " very severe competi- 
tion " prevailed in the industry. It further found that the for- 
mation of the trust was due to the " severity of the competition." 5 

'Mr. H. N. Marvin described tbe situation as follows: " We were engaged in a 
bitter commercial strife. We did what all people do under those circumstances, we 
fought the best we knew how." United States v. Motion Pictures Patents Company, 
Dist. Ct., Eastn. Dist. Pa., Oct. 1914, Record, vol. i, page 123. 

2 Idem, Record, vol. ii, page 659. 

1 Idem, Brief for United States, pp. 33-34. 

* Idem, Brief for United States, pp. 120-129. 

'Report on International Harvester Co., pp. 2-4. 
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II. Destructive competition leads to the elimination of weaker 

concerns, their acquisition by their more powerful 

rivals, or combination. In any case, 

monopoly is the result 

In general, monopolization is reached by a combination of 
these methods. The motion-picture monopoly of the manu- 
facturing stage was acquired by a straight combination of the 
interests involved ; its control of the distribution of films 
through the creation of the General Film Company, which was 
formed by the owners of the Patents Company, was attained by 
the purchase of some concerns and the elimination of others. 1 
The two are often connected, as in the case of the Interna- 
tional Harvester Company. The process of elimination was 
clearly under way when the combination was formed." 

Although the United States Steel Corporation controlled 
about sixty per cent of the industry at its inception, its propor- 
tion has since diminished. 3 In view of the government's atti- 
tude towards combinations a further increase was inadvisable, 
and the situation was met by pools, personal understandings, 
and finally by the famous " Gary dinners." * 

The informality of the discussion need deceive no one ; they 
had the effect of consolidating the actions of the concerns rep- 
resented, and in so far were monopolistic in character. The 

1 United States v. Motion Pictures Patent Company, Record, testimony of Wm. 
Devery, vol. ii, page 839. '' I know that the Patents Company sent around agents 
to every customer we had, telling them that our license was canceled, and that we 
were hopelessly bankrupt; that was the statement they made to several of the ex- 
hibitors; that we never would be able to resume business again, and that the best 
they could do would be to get service from some other exchange.'' Also testimony 
of Wm. Fox, vol. ii, pp. 658-700. 

'Question: "You think that McCormick was crowding you out of the home mar- 
ket? " Mr. W. H. Jones of the Piano Co. : " No question about it, survival of the 
fittest." Report of the Bureau of Corporations, p. 69. 

* Report of the Commissioner of Corporations on the Steel Industry, part i, pp. 
358-373. 56-7- 

♦United States v. United States Steel Corporation, defendant's exhibit, pp. 304-7; 
also the federal investigation of the United States Steel Corporation. 62d Congress, 
2d session, House Report no. 1127, pp. 118-126, and Hearings, pp. 1773-1812, 
1717-1719. 
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greatest stress was constantly laid on the unanimity of the in- 
terests of all parties. 1 

The same process may be seen under way in the drug busi- 
ness. Here, the stages of production are the manufacturer, 
the wholesale jobber, and the retailer. Lack of standardization 
and the comparatively small amount of capital involved 2 have 
enabled a host of each class to remain in competition for a long 
period. Here, however, groups of retail stores have been en- 
abled, through combination, to obtain prices lower than the 
single stores and hence to undersell them.s Despite attempts 
of manufacturers to fix the retail prices of their products, the 
cutting of prices was practiced, and finally held legal. 4 The 
advantage gained by the small combinations has been sufficient 
to enlarge their power through the absorption or elimination 
of small rivals and through the combination of the small groups 
already formed, so that today we appear to be on the verge of 
a complete monopolization of the retail drug business. 

Likewise, the Tobacco trust was formed by a combination of 
all these methods. The original American Tobacco Company 
of 1890 was a direct merger. Immediately thereafter, it ac- 
quired the plant of its only important rival in the manufacture 
of cigarettes. Its extension into other branches of the industry 
was also mainly by purchase, reinforced by drastic cuts in prices. 5 

The coal situation in Illinois and Wisconsin, where mine- 
owners and retailers competed indiscriminately with each other 
for the trade of consumers, produced the situation that retailers 

1 No judgment is here implied. 

3 Thirteenth Census, vol. viii, p. 514. 

3 Cf. Testimony of Messrs. Finneran and Nixon, Hearings of the House Commit- 
tee on the Judiciary, 63rd Congress, 2nd Session, serial 7, pp. 167-190. 

'Sanatogen case, Bauer v. O'Donnell, 229 U. S. 1. Through subsequent deci- 
sions, however, it appears that price enforcement may be legally possible, if there is 
economic power on the part of the manufacturer to control it. Great Atlantic and 
Pacific Tea Co. v. Cream of Wheat Co., 224 Fed. 566. This was affirmed by Judge 
Lacombe in the Circuit Court of Appeals, 2d Circuit, on Nov. 14, 1915, holding ( 1) 
that there was no monopoly, (2) that a mere " request " to maintain a re-sale price 
is proper, and (3) that a dealer may pick his customers as he will. 

5 Cf. Report of the Bureau of Corporations on the Tobacco Industry, part i, pp. 
63-140. 
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did not know how much coal to store up, and hence they or 
the consumers lost through the unexpected fluctuations of 
greater or less demand. This situation caused the formation 
of the Illinois and Wisconsin Retail Coal-Dealers Association, 
and understandings among the mine-owners to sell their coal 
only to retail dealers of standing. 1 

III. Through the ability of competitors to sell at a price which 

covers only specific expenses, destructive competition in 

one stage engenders destructive competition 

in a second stage 

In the seventies, competition between the Pennsylvania R. R., 
the Erie R. R., and the New York Central R. R. for the trans- 
portation of oil to the seaboard was very keen. Rates were 
cut when necessary, and the Standard Oil Company, having a 
position superior to its rivals in bargaining power, was enabled 
to profit more than they from the competition of the railroads. 2 
It could thus extend its business at their expense through its 
ability to force on them a destructive competition. 

Competition among manufacturers of drugs and medicines in 
the same way brought about destructive competition among re- 
tailers. As soon as the " chain " stores had developed suffi- 
cient power to demand and receive special prices, they were 
enabled to wage a price war against their weaker rivals. 

In the steel industry, destructive competition in the " finish- 
ing " stage was threatened, owing to the competition in the 
" crude " stage. Here the threat was sufficient to bring about 
the combination before the competition became a reality. 

In the motion-picture industry, competition among manufac- 
turers enforced a severe form of competition on the distributors. 
Profits among them varied from very large incomes to losses, 
so that it appears as if this stage was becoming more and more 
centralized until it was forestalled by the combination of manu- 
facturers. 

1 Hearings of House Committee on the Judiciary, 63d Congress, 2d session, serial 
7, pp. 218-228, testimony of Peter Beck. 

2 Report of Bureau of Corporations on the Petroleum Industry, part i, pp. 54-66. 
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IV. The stage of production in which monopoly develops 
depends on certain technical facts 

Perhaps the most important fact is the number of competi- 
tors and their relation to each other. If their number is large 
and they are widely scattered, it is obviously more difficult to 
effect a combination than if the reverse is true. Combination 
is always a more rapid way to effect a monopoly than is elimi- 
nation. In the motion-picture business it was far simpler for 
the ten manufacturers to reach an understanding, than it would 
have been for the two hundred distributors. 

In the oil business, the difference in bargaining power between 
the Standard Oil group and its rivals was greater than that be- 
tween the railroads and the crude-oil producers. It was in the 
refining stage, then, that the monopoly developed. It was stated 
in the brief for the United States that the Standard Oil received 
rebates because " no other shippers possessed any such traffic, 
or facilities, and therefore none could get lower than the 
tariff rates." * 

The superiority in bargaining power of the " chain " drug 
stores over the small retailers is likewise the force which is 
bringing about monopoly in the retail stage. There is no such 
marked advantage possessed by any of the manufacturers as 
to enable one to eliminate the others, and apparently they are 
too numerous to form a combination. 

Interesting developments have arisen from this condition. 
The attempts of manufacturers of certain copyrighted or secret 
articles to gain for themselves the advantages of monopoly has 
led them to name uniform prices at which retailers must sell to 
consumers. 2 The conflict of interests is here very clear. The 
ability of retailers to undercut is leading to a monopolization of 

1 Supra, vol. i, page 12. 

'Bauer v. O'Donnell, 229 U. S. 1, p. 8. " Notice to Retailer. This size package 
of Sanatogen is licensed by us for sale and use at a price not less than one dollar, 
($1.00). Any sale in violation of this condition, or use when so sold will constitute 
an infringement of our patent no. 601,995, under which Sanatogen is manufactured, 
and all persons so selling or using packages or contents will be liable to injunction 
and damages. A purchase is an acceptance of this condition. All rights revert to 
the undersigned, in the event of violation. The Bauer Chemical Co." 
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the retail trade, with the result that the survivor will be in a 
position to dictate terms to the manufacturer. Hence the des- 
perate attempts to enforce this type of price-fixing in the courts. 
With its failure, the manufacturers and the small retailers both 
face a serious problem, for the small retailers cannot compete 
with the " chain " stores in price-cutting. Since they consider 
that monopoly is bound to develop, they prefer to have it in 
the manufacturing stage, since competition among retailers 
would then be on a basis of personality, excellence of service, 
location and reputation for reliability, in which they are pre- 
eminent. 1 Manufacturers still retain the right to refuse to sell 
to certain retailers, 2 and may thus enforce their interests suc- 
cessfully, 3 although this is a dubious benefit if the retailer is 
very powerful. 

The same cause led the American Publishers' Association to 
prosecute R. H. Macy and Company for selling books at less 
than the then stated prices. 4 In this they failed, as they did 
also in their attempt to enforce retail prices on copyrighted 
books. 5 Whether monopoly on this account will pass from the 
publishers to the retailers, or whether the publishers will be 
able to retain their monopoly by means of some other device, 
is yet uncertain. 6 

1 Cf. testimony before the House Committee on the Judiciary, 63rd Congress, 2nd 
Session, serial 7, especially Mr. J. F. Finneran, pp. 167-180, Mr. C. F. Nixon, pp. 
180-190, and Mr. John A. Green, pp. 191-9. 

2 It has recently been held that a contract to refrain from selling to an individual 
or a class falls under the prohibition of the Sherman act. United States v. Southern 
Wholesale Grocers' Association, 207 Fed. 434. But as against this, see the decision 
of Judge Lacombe quoted above. The legal situation appears at present to be 
confused. 

3 Numerous cases have been noted in which the manufacturer has successfully en- 
forced a retail price. The Ingersoll watches are sold at a uniform price of one 
dollar. The manufacturers of B. V. D. underwear appear successful in enforcing 
their retail price of 50 cents. Cf. also Cream of Wheat Co. v. Atlantic and Pacific 
Tea Co., 224 Fed. 566. 

4 American Publishers' Ass'n v. Straus; 231 U. S. 222. 

5 Bobbs-Merrill Co. v. Straus, 210 U. S. 339. 

6 This subject has been excellently discussed in a recent article by H. R. Tosdal in 
the Quarterly Journal of Economics, vol. xxx, p. 86-109. 
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V. By price discrimination, monopoly in one stage may be 
utilized to establish monopoly in another stage 

When the Motion Picture Patents Company had been suc- 
cessfully organized, the same group formed the General Film 
Company, in order to control the distribution of films. The 
General Film Company offered to buy out the various dis- 
tributors at prices agreed upon beforehand, and in the event of 
the distributor refusing to sell at the terms offered, the Motion 
Picture Patents Company canceled his license and refused to 
sell him any more films.' That the distributor was eliminated 
is shown by the following testimony of Wm. Fox : 

Question : Were there any other adequate sources of supply of film 
outside of the manufacturers who had taken out licenses with the 
Patents Company? Answer : In my opinion there was not enough of 
it, and what there was of it was bad, and a man would simply ruin his 
business to try to exhibit it. 2 

The success of the scheme is eloquently testified to by the 
fact that only one distributor, the Greater New York Film 
Company, of which Mr. Fox was President, was able to con- 
tinue in business. Even this company had twice had its license 
canceled, and was enabled to continue merely temporarily 
through court injunctions, which ordered the Patents Company 
to sell films. 

In like manner, the American Tobacco Company had an 
agency in the United Cigar Stores Company, a concern which 
operated a number of retail stores, through which it probably 
could have captured the entire retail trade, if it had been its 
policy to do so. 3 However, its interests seem to have been 
sufficiently well served by its ability to enforce favorable con- 
tracts on the retail stores already in existence. 

The Standard Oil Company appears to have been able to 
dominate the industry sufficiently without extending its owner- 

1 United States v. Motion Picture Patents Company, brief for United States, pp. 5, 
63-71; also testimony of Wm. Devrey and Wm. Fox, quoted above. 
* Idem, p. 665. 
5 Report of the Bureau of Corporations on the Tobacco Industry, part I, page 312. 
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ship to the production of crude oil, * and indirectly it has exer- 
cised a very considerable influence in railroad policies, through 
the ownership of large amounts of stock by its directors. 

While a monopoly in one stage can in this way rather easily 
extend its power over another stage where competition prevails, 
the reverse, that competition can spread to a field which is monop- 
olized, is true in only rare cases. Even the effect of potential 
competition is decidedly limited. The reason for this is that the 
capital to be sunk in a new venture is subject to great risk, and 
the loss, in case of failure, is very large. The prospect of gain 
must be commensurate. The applicability of this fact varies 
in different circumstances, according to the importance of 
fixed capital. For instance, the cost of opening a colliery 
ranges from $200,000 to $750,000.° Not only must present 
prices be sufficiently high to justify this expenditure, but there 
must also be a prospect of their remaining so. Likewise, the 
cost of erecting a sugar refinery large enough to embody the 
economies which enable it to compete in the market is said to 
be in the neighborhood of $10,000,000. It has recently been 
stated that a dye factory cannot be built under a million dollars, 
and that this fact has tended to strengthen the German monop- 
oly of this industry. 3 It is evident that under these circum- 
stances a considerable rise above the competitive prices must 
take place before potential competition can become actual. It 
cannot be regarded today as an effective regulator of prices. 

VI. There is some reason to believe that monopoly in one 

stage of an industry tends to preserve competition 

in the other stages 

There appear to be no data for a positive conclusion in 
regard to this question, so that whatever opinions are formed 

'229 U. S. 77. "As substantial power over the crude product was the inevitable 
result of the absolute control which existed over the refined product, the monopoli- 
zation of the one carried with it the power to control the other. " 

2 58th Congress, special session, doc. 6. Senate report on the Anthracite Coal 
Strike, May-Oct., 1902. 

3 Professor R. E. Johnson, in a paper read before the American Economic Asso- 
ciation, Dec. 28, 1915. 
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must be tentative in character. No case has been found of the 
development of monopoly in one stage of an industry in which 
another stage has been monopolized, unless it were an offshoot 
of the first. On the contrary, competition has remained active 
among the crude oil producers, the tobacco growers, the mov- 
ing picture distributors, long after the other stages of these 
industries had been monopolized. If it is true that the Stand- 
ard Oil Company owed its success to the rebates it received 
from competing railroads, 1 then presumably it could not have 
obtained a monopoly in the refining of oil had the railroads 
been monopolized at the time. 

The upshot of this analysis is that in industries of large 
fixed capital, standardization, and inelasticity of demand, the 
working of the competitive system is such that it tends almost 
necessarily to the erection of monopoly in some stage of the 
productive process. If this conclusion is correct, the social 
implications are far-reaching. 

The impregnation of the whole industrial fabric with mo- 
nopolies of greater or less power is a necessary accompaniment 
of modern conditions. It is especially important from a social 
point of view in the " capitalistic " industries. This involves 
an entire readjustment of governmental policies. Destruction 
of a monopolistic combination merely results in the erection of 
a new barrier in some other stage of the industry, unless, 
indeed, the old monopoly is continued secretly despite the law. 
While it cannot be asserted that this has ever been the case, 
enough evidence is at hand to show that there is a considerable 
degree of likelihood of it. The Sherman and Clayton acts are 
based on a theory inherited from England of the middle ages," 
which, it is maintained, has not the slightest relation to present 
economic conditions. The monopolies of those days were 
imposed upon industry from above, by royalty or an autocratic 
bourgeoisie, in consideration only of the benefits to be derived 

'Bureau of Corporations' Report on the Petroleum Industry, p. 66. 
' This is clearly shown by Professor W. H. Taft in his recent work, The Sherman 
Act. 
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by the recipient, and regardless of social effects. The monop- 
olies of today have, in part at least, sprung from the forces 
created within the industry. 

The point of view here taken is somewhat different from that 
of Professor Stevens in his recent articles on " Unfair Compe- 
tition." 1 He enumerates eleven means by which a concern 
gains advantage over its rivals which do not depend on eco- 
nomic excellence. These unfair methods, he concludes, should 
be prevented by law, before a decision be rendered as to the 
economic superiority of competition or monopoly. 

The theory here advanced leads to the conclusion that the 
question of unfair practices is a subordinate one, limited to the 
determination of the survivor in the competitive struggle. It is 
true that when these unfair practices are employed by powerful 
competitors against financially weaker rivals, then competition 
ceases to be conditioned by industrial efficiency. But this merely 
means that each party tries to turn the competitive struggle into 
the channels in which it is preeminent. And it could surely be 
anticipated that the prevention of unfair methods would operate 
to reduce the influence of financial power, sharp practices and 
deceit, and increase the elements of productive efficiency and 
social service in the competitive struggle. But the essential 
relationship between competition and monopoly is not touched 
upon, and it is urged that this is not affected by the question 
w hether the competition is in terms of productive efficiency, or 
in any other terms. 

Indeed, if the view presented is a correct one, then the so- 
called unfair practices are typical of all capitalistic industry. 
For they consist not so much of certain acts, as of an interpre- 
tation of acts in a given set of circumstances. Price-cutting, 
for instance, is " unfair " only when it is practiced by a power- 
ful competitor with a view to ruining a financially weak, though 
perhaps efficient, competitor. Yet ordinarily price-cutting is 
the chief aim of the competitive system. Manipulation, ex- 
clusive sales, rebates, black-lists, bogus independent concerns, 
are all " unfair" only when they increase the chance of survival 
of the inefficient. 

1 Political Science Quarterly, vol. xxix, p. 282 and p. 460. 
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But we have seen that in capitalistic industries there is a 
powerful incentive for granting special conditions when neces- 
sary to increase the volume of business, even though the busi- 
ness so acquired may not pay its full share of overhead costs. 
The legitimate aims of increasing the profits thus merge insen- 
sibly into the practices of unfair competition. 1 Furthermore, 
competition among highly capitalistic rivals tends to become 
destructive even when carried on in terms of productive effi- 
ciency. For an increase of production is doubly desirable in 
reducing the proportionate fixed charges and hence making 
possible even further reductions. It is concluded, therefore, 
that the prevention of unfair competition is, at best, limited in 
scope to assuring the survival of the productively efficient, and 
that it does not alter or lessen the forces in capitalistic compe- 
tition which are operating to bring about monopoly. 

As at present developed, the whole industrial mechanism is 
in chaos. The monopoly which has evolved may or may not 
be a social benefit. The existing practical problem necessitates 
a decision on the questions (1) in which stages of production 
monopoly shall be permitted and recognized, and (2) in which 
stages the regulations shall be framed with a view to enforcing 
competition on a basis of efficiency. That this is an enormously 
difficult question and that it involves vast interests and changes 
is not denied, but an evasion of the decision does not alter or 
prevent the growth of monopoly. It merely renders this growth 
dependent upon chance and private interests, rather than upon 
national necessities and welfare. 

O. W. Knauth. 

Princeton University. 

1 From this fact arose the difficulties which Congress encountered in its enumera- 
tion of prohibitions in the Clayton Act, and the necessity which it found itself under 
to add conditioning clauses, which apparently render the prohibitions innocuous. 



